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The economy of Hong Kong has undergone gradual change in its
structure over the past two decades with increasing resources being
devoted to developing Hong Kong as a financial centre. To all the
companies in the financial services sector an office is the base of
operation and office rent always becomes one of the most critical
costs of production. Therefore the market condition of the office
sector will have a direct impact on the success of the development
process. Our research is intended to enable the readers a better
understanding of the office sector. Our focus will be placed on
what has happened in this market in 1984 and what will happen in
1985.
This report is composed of six chapters. Chapter One is an
introductory chapter on the purposes and scope of our study.
Chapter Two is basically a review of the property market as a whole
in 1984. Chapter Three focuses on the office sector in
particular. In Chapter Four we attempt to investigate how rents
will change in relation to the level of vacancy. Chapter Five is
our forecast of the market condition for the office sector in
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1985 is an important year in the development of Hong Kong.
After 2 years of uncertainty and speculation of their own future in
consequence of the confidential and tough negotiations between
China and Britain, people now have a clearer idea on the future of
Hong Kong with the signing of the Joint Declaration in December
1984. 1985 is the first year of the transition period. It will
also be the first year in which for the first time there will be
indirectly elected unofficial members in the Legislative Council.
Hong Kong is moving to a more representative government. While
most Hong Kong people are still apathetic to politics, we have now
to learn how to select capable and honest leaders to govern Hong
Kong and maintain her prosperity and stability.
Property has always played an important role in the economy
of Hong Kong. Landed property is a basic factor of production and
represents a major investment made by business and the society as a
whole.
In 1984, the small residential flats market continued its
improvement. Take-up increased with perhaps a slight increase in
value in the better locations. The high class residential rental
market also recovered in the last quarter of 1984. The industrial
market seemed to have bottomed out as the sales price of some
2
flatted factories were below the current construction cost, and end
users are taking the opportunity to acquire accommodation at highly
favourable terms.
The office market however remains in the doldrums. While it
is reported that the occupancy of prime commercial buildings'in the
core area of Central and Tsim Sha Tsui is improving, the prospect
remains uncertain with a substantial estimated supply of 332,000
m2 of office in 1985. Rental and price so far are still
depressed although they seemed to have stabilized in relative terms
in 1984 in comparison to 1983 when a slump in value occured.
Purposes and Scope of Study
We intend to focus on the commercial office market in this
paper. Offices were a popular form of investment in the late
1970's and early 1980's. To understand why this was so, it would
be necessary to understand the changes in the structure of the
economy of Hong Kong in the last 2 decades.
A study of the changes in the breakdown of the Gross
Domestic Product of Hong Kong by economic activities in the past
reveals some interesting facts. The share of the manufacturing
sector in the GDP was 23.6 percent in 1961-2, it increased to 30.8
percent in 1970, however by 1980 it was back to 25.1 percent. On
the other hand, the share of the financial and commercial services
sector was only 14.5 percent in 1970, it had increased steadily to
25.9 percent in 1980. This is the first time that the contribution
of financial services sector to GDP surpassed that of the
manufacturing sector. Although the manufacturing sector will no
doubt remain an important sector in the economy of Hong Kong and
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still has scope for further expansion, the trend seems to indicate
that the financial and commercial services sector will continue to
capture a relatively larger share of GDP. Hong Kong has entered a
second phase of structural change in the economy since the early
1970's with increasing resources being devoted to developing Hong
Kong as a financial centre.
The importance of external trade to Hong Kong is also well
known. In 1982, the value of total visible trade (at current
prices) is equivalent to about 147 percent of the GDP. The
preliminary estimate for 1983 is 163 percent.
Apart from the economic factors, an important factor for the
popularity of commercial property is the complete absence of
government interference in this sector of the property market. The
residential market has a long history of government interference in
the form of rent control legislation, subsidized public housing
etc. At the peak of the property boom in the late 1970's, all the
residential properties in Hong Kong were subject to rent control
legislation. However, the government has always resisted any form
of interference in the commercial property market even when office
rental for prime office space in Central rocketed to $300 per m2
in 1980/81.
In contrast to residential property, the supply and take up
of offices show great variance from year to year. The supply of
new office space in 1983 and 1984 was 591,000 m2 and 219,000 m2
respectively, whereas the estimated supply in 1985 is 332,000
m2. Vacancy has steadily increased from 3.6 percent of total stock
in 1979 to 20.6 percent in 1983 in spite of the record take-up of
371,000 m2 of office in 1983. The reduced supply together with an
impressive 21 percent increase in take up of office space in 1984
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reduced the overall vacancy considerably to 13.8 percent of the total
stock. This is, however, still a substantial amount of vacant space
and the problem of oversupply faced by the office sector at present
is still far from over.
In this paper, we will attempt to make some contribution to
the research on the office market in Hong Kong in view of the
significance of this sector and the problem that it is now facing.
Our objectives are first, to improve the understanding of the
commercial offices market in Hong Kong in general secondly, to
assess the forces of supply and demand and seek to analyse the
underlying factors which influence these forces, and thirdly to
develop some insights into the problems faced by the commercial
offices market at present and offer our own views on the direction
the market is likely to develop in future and some possible
strategies to cope with it.
Methodology
The analysis and research conducted in this paper are both
qualitative and quantitative and are based on published data
obtained from the Rating and Valuation Department, Census and
Statistics Department, and other Departments of the Hong Kong
Government. Publications and reports produced by leading Chartered
Surveyors firms, economic research departments of leading banking
and investment institutions are consulted. Standard reference
books on Hong Kong's economic, political and social structure are
helpful in clarifying the general background in which the property
market operates. Reports on current developments can be found in
various articles in the newspaper, magazines and professional
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journals.
Interviews and discussions with managers of property
companies, bankers, developers, Chartered Surveyors, and government
officials are important sources of information for us. They are in
touch with the market on a day to day basis and their understanding
of the market situation backed up by years of experience in the
property field is profound, and provides invaluable insight into
the working of the property market and its problems.
The writers' own working experience and access to internal
sources of data and records is another useful source of
information. One of us is working in a local real estate firm and
the other is working in the property department of a subsidiary of
the largest bank in Hong Kong. We have used our judgment in
filtering and synthesizing the vast amount of diverse kinds of
information and viewpoints obtained.
In this paper, we shall review firstly the general political
and economic environment in which the property market operates.
Property is a long term capital investment in fixed asset. Long
term political and economic changes and their effects must be
clearly understood in decisions involving property. This will be
followed by a discussion of the conditions of the property market
in general.
Having outlined the general environment and various
constraints, we will proceed to examine the state of the commercial
office market in Chapter III. The commercial office market will be
segmented by district and quality and detailed facts on the supply,
take up, vacancy, rental and price of office premises in the
various districts will be presented and discussed.
In chapter IV, we will make use of the facts and figures
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presented in the previous Chapter in developing a simple model for
the analysis of changes in office rentals. In particular, we will
focus on the relationship between changes in office rentals and
vacancy rate. The 'concept of natural vacancy rate will be
discussed and demonstrated in this Chapter.
The more important underlying factors influencing the supply
and demand for office premises will be examined in Chater V. These
factors combined with the simple model developed above will enable
us to form a view on the direction the market is likely to be going.
In the final Chapter, we will sum up the findings of this
research paper and draw some conclusions based on them. We will
also endeavour to make some recommendations on possible strategies
to cope with the existing problems of the commercial offices market
in Hong Kong.
7CHAPTER II
REVIEW OF THE PROPERTY MARKET
In this Chapter we shall review in some detail the Joint
Declaration on the Future of Hong Kong which is undoubtedly the
most important political event in Hong Kong in 1984, and its
implication for the property market. The economic conditions which
are particularly relevant for the commercial office market will
then be reviewed briefly. The trends in the activity levels of the
property market, changes in investment sentiments of the
developers, and the balance/imbalance of demand and supply in
various sectors of the property market will then be examined and
discussed.
General Political Environment
The signing of the Sino-British Joint Declaration on the
Future of Hong Kong on 19 December 1984 marks the beginning of a
new era in Hong Kong.
The Joint Declaration has 2 basic objectives. First, it
seeks to ensure a smooth transfer of power during the transition
period. Second, it sets out the detailed plan on the preservation
of the present socio-economic system of Hong Kong after 1997.
These are essential for the maintenance of the prosperity and
stability of Hong Kong.
In view of the importance of the Joint Declaration, it is
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necessary to review briefly its main provisions.
The agreement consists of a Joint Declaration and three
Annexes together with an associated Exchange of Memoranda.
The Joint Declaration stipulates that China will resume
sovereignty over Hong Kong from 1 July 1997. A highly autonomous
Hong Kong Special Administrative Region (SAR) will then be
established. The present social and economic systems in Hong Kong
will remain unchanged, and so will the life-style. Rights and
freedoms of the person, of speech, of the press, of assembly and
association, of travel, of movement, of correspondence, of strike,
of choice of occupation, of academic research and religions will be
ensured by law. Private property, right of inheritance, and
foreign investments will be protected.
The SAR will retain the status of a free port, a separate
customs territory, and an international financial centre. The
markets for foreign exchange, gold, securities and futures will
continue. The Hong Kong dollar will continue to circulate and
remain freely convertible. No exchange controls will be imposed
and the free flow of capital will be allowed. The finance of the
SAR will be independent and China will not levy any tax on the SAR.
The foreign and defence affairs of Hong Kong will be the
responsibilities of the Central People's Government. However, the
SAR will be allowed to maintain and develop economic and cultural
relations and to conclude relevant agreements with other foreign
countries and international organisations. The SAR may also issue
its own travel documents.
The above basic policies set out in Article 3 of the Joint
Declaration by China will be incorporated in the Basic Law of Hong
Kong and will remain unchanged for 50 years.
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Article 4 stipulates that Britain will be responsible for
the administration of Hong Kong up to 1997, and China will give
cooperation in this connection.
Article 5 declares that a Sino-British Joint Liaison Group
will be set up in 1985 to ensure a smooth transfer of government in
1997.
Annex III of the agreement deals specifically with the
question of land leases. It recognizes and protects beyond 1997
the existing long leases. All New Territories land leases and
non-renewable leases on Hong Kong island and Kowloon which expire
before 1997 may be extended up to 2047 without the payment of
premium. It also provides for continuity of the existing land
policies by allowing the present Hong Kong government to continue
to issue new leases expiring not later than 2047, and to grant
modifications to conditions specified in the leases.
Political stability is a key factor in the making of
investment decisions. The Joint Declaration, in particular Annex
III, has ended all kinds of speculation and uncertainties which
were prevalent during the course of negotiation. Investors,
developers and end users of property can now have clearer
guidelines for the planning of their strategies. While people may
still wish to give consideration to a number of important issues
such as the drafting of the Basic Law, internal development and
progress in the reform of the economic system of China and her
modernisation program, and social and political stability of Hong
Kong in the transition period, a good foundation has been laid for
a steady recovery of the property market in the near future.
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General Economic Environment
In 1984, the growth rate in real terms of the GDP was
estimated to be about 8 percent. This was mainly the result of the
high growth rate in domestic exports caused by the strong
performance of the U.S. economy, Hong Kong's largest export market.
The growth rate of domestic exports has however gradually
slowed down in percentage terms, partly as a result of substantial
growth achieved earlier in the second half of 1983 and first half
of 1984. The U.S. economy is expected to slow down in 1985, the
growth rate being estimated to be 3-4 percent. This coupled with
the substantial higher basis on which domestic export growth will
be calculated seems to indicate that the growth rate of domestic
exports in 1985 is likely to be less than 1984. Judging from the
order book of manufacturers, prospect for 1st half of 1985 is still
optimistic.
As a result of the pegging of the Hong Kong dollar to U.S.
dollar, the interest rates in Hong Kong is likely to change in line
with the interest rate movement in the U.S. The huge deficit in
the U.S. federal budget is expected to push the interest rate up
again in 1985, thus influencing the future trend of interest rate
in Hong Kong and this is likely to affect investment and increase
the finance cost of manufacturers and exporters.
Trade protectionism is another negative factor. The
textiles industry, and in particular the knitwear industry, could
be seriously affected by the country-of-origin rules and
documentation requirements for textile and clothing imports imposed
by the U.S. In view of the low growth rate and tendency for higher
unemployment, trade protectionism will continue to be a problem in
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1985.
The weakening of export to U.S. market may be compensated by
growth in several areas. Firstly, exports to other countries,
especially China, may continue to increase substantially. In
recent years, Hong Kong has once again became an important center
for China trade. The value of re-exports in the third quarter of
1984 was 46 percent higher than in the third quarter of 1983,
showing a real growth rate of about 27 percent. China was at the
same time the largest market (34 percent) for Hong Kong's
re-exports and the most important source (also 34 percent) of the
goods exported through Hong Kong. Secondly, domestic consumer
spending is also forecasted to grow. Private consumption
expenditure accounts for about 70 percent of GDP. The forecast
growth of private consumption expenditure in 1985 is based on the
export-led growth in the economy in 1984.
The budget proposed by the Financial Secretary in February
was describied as mild and neutral as the forecast deficit of HK$
1 billion are to be financed by indirect taxation rather than
direct taxation which could affect business confidence. It seems
likely that a balanced budget could be achieved in 1986-87.
Revenue from land sales is not expected to be higher this
year. Because of the arrangement whereby the net proceeds from
sale of land will be shared between the Hong Kong Government and
the Special Administrative Region Government, and the limit on land
sales to 50 hectares per year, land revenue will not be a main
source of income for the government in future.
Inflation in 1985 is likely to be lower than that of 1984
and in the region of 6-7 percent. Employment situation is under
control.
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Overall Condition of the Property Market
The property market has been recovering from the slumps
since 1983, and a bullish note was in the air for an even better
year ahead. Stepping into 1984, the property market did further
improve as the general economy strengthened, and activities had
generally been maintained at a high level. By the middle of the
year, however, development associated with the political future of
Hong Kong, coupled with rising interest rates, brought about a fall
in activities. In August, activities rose again after concrete
assurances had been made, and with the initialling of the Joint
Declaration on 26th September, a generally optimistic atmosphere is
sustained although there has not been an immediate and drastic
upturn.
We will portray the overall property market in three ways.
First, we use the number of Agreement for Sale and Purchase to
reflect the level of market activities. Second, we look at the
statistics on Consent to Commence Work to evaluate the investment
sentiment of developers. Third, we calculate the Availability/
Take-up Ratio to compare different sectors of the property market.
Agreements for Sale and Purchase
One of the best measures to gauge the level of activities in
the property market is the number of Agreements for Sale and
Purchase of properties registered in the Land Office because the
law of property requires every transaction involving change of
ownership in property to be registered with the Land office to make
it legally enforceable. Figure 1 is a quarterly statistic of this
measure between 1980 and 1984.
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Source Hong Kong Monthly Digest of Statistics
Census and Statistics Department.
It can be seen that the property market, after the halcyon
days sustained through 1980 and early 1981, had experienced a
setback since the second half of 1981 to early 1983. There was a
rebound in the second quarter of 1983, reaching an even higher
level in the third quarter. The confidence crisis brought about a
collapse in the number of transactions in the fourth quarter, but
the number of agreements climbed again in the first quarter of 1984
and in the second quarter, nearly reached 8,000. In the third
quarter, however, the level dropped once more, numbering only
5,899. Despite the fall, the general course of the property market
was rising for 1984.
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Buildings with Consent to Commerce Work
Prior to the commencement of any construction work on a
site, the architect should obtain 'consent' from the Public Work
Department. Therefore, the number of 'consent' issued can be used
to measure the investment sentiment expressed by developers.
Reviewing Figure 2 shows that developers have regained confidence
since the second quarter of 1983 from the slump. Despite the
natural fluctuation, the trend is generally rising throughout
1984. The most conspicuous drop lasted about one year since the
second quarter of 1982, corresponding with the confidence crisis.
FIGURE 2
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Source: Monthly Digest of Statistics,
Census and Statistics Department.
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Among the sectors, residential property appears to recover
the fastest. The usable floor area with construction started in
the third quarter of 1984 approached the peak level during the boom
years. The small-sized units with area below 50 m2 were met with
a strong sustained demand from end-users who are taking advantage
of the drop in prices to buy their own homes. The confidence in
factory buildings investment had not fully recovered but yet its
performance was better than the commercial sector. The intention
to build commercial properties experienced a most dramatic drop,
with less than 100,000 m2 for each of the first 3 quarters in
1984, attributable to the serious oversupply situation of the
sector.
Availability/Take-up Ratio
This ratio basically reflects the oversupply situation. The
formula we use to calculate this ratio is as follows:
Vacancy at the Production (actual
beginning of or forecast) in Natural
Availability/ vacancythe year that year
Take-up Ratio Average annual take-up
The average annual take-up in the denominator of the above formula
is the average over the years between 1980 and 1983. It can easily
be seen that the ratio is presumably equal to the number of years
needed to absorb the space unoccupied assuming the average take-up
is maintained. The higher the ratio, the more serious the
oversupply situation.
As indicated in Figure 3, the oversupply was most pronounced
in 1983 which was largely the result of the overheated investment
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in property market during the boom years ended 1981. It usually
takes one to two years to complete a building if all procedures are
to be taken into consideration, depending on the size of the
building. Therefore, the space produced in 1983 was mainly the
result of decisions made in 1982 and 1981. But 1984 was able to
see an improvement in the ratios as a result of many developers
postponing their development projects in 1983 pending a clearer
picture on Hong Kong's future. By sector, the ratio for the
industrial sector remained the lowest at 1.5, while the highest
ratio was still found in the office sector at 3.7, though it was
already a great improvement over 1983.
FIGURE 3
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1. The property market in 1984 was an erratic and nervous one.
It did show improvement over the performance last year, with
strong demand for all sectors.
2. The number of Agreements for Sale and Purchase continued to
rise over the first and second quarters of 1984, before a
slow-down occurred in the third quarter. Despite the fall,
the general course of the property market was rising
throughout 1984.
3. Among the sectors, residential property, particularly the
small-sized flats, appeared to be the fastest in the
recovery. The floor area with consent to commence work issued
in 1984 approached the peak level of the boom. The confidence
in industrial sector had not fully recovered but yet its
performance was better than the commercial sector.
4. The availability/take-up ratio measures the oversupply
situation by calculating the number of years needed to absorb
the total vacant space. The higher the ratio, the worse the
situation. By sector, the office sector topped the list by
showing a ratio of 3.7 as against 2.5 for the commercial, 1.6
for residential, and 1.5 for industrial respectively.
5. The investment climate changed after the initialling of the
Joint Declaration as developers gradually regained
confidence. Major development was reported one after one.




REVIEW OF THE OFFICE SECTOR
In this chapter, we will present some detailed facts and
figures on the office sector in particular. The trends in overall
supply, take-up, vacancy, will be contrasted with movements in
rental and price indices. The office market will be further
segmented geographically and the stock, supply, vacancy, take up,
rental and price in each district will be examined in detail.
Definition and Classification of office
The term Office mentioned in this paper refers to premises
situated in buildings designed for commercial or business purposes,
other than shops, excluding non-domestic floors in composite
buildings. Offices can be classified as follows:
Grade A- well constructed, designed and managed, centrally
air-conditioned premise, in suitable locations
within the district.
Grade B- less superior buildings in good locations or high
quality buildings in secondary locations within the
district, with or without central air-conditioning.
Grade C- poorer buildings on less attractive sites within
the district.
In our-analysis, emphasis is placed on Grade A offices
because the movements in other classes are largely dependent on
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what happen in this prime class.
Next section will be an overview of the whole office sector
over the period from 1979 to 1983.
An Overview of the Sector
Overall Supply, Take-up and Vacancy
The office market stepped into 1984 with a record high level
of vacant space amounting to 793,000 m2 which was an almost 40
percent increase over the comparable period last year (Table 1).
As noted from Figure 3, at the beginning of 1984 the office sector
was the one with the highest vacancy as measured by the
Availability/Take-up Ratio when compared to other sectors of the
property market.
Table 1









Source: Property Review 1984, Rating and Valuation
Department.
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However, the oversupply situation was to improve over 1984
as an enormous reduction in new supply was forecast for the year.
Table 2 indicated the breakdown of expected new supply by area in
1984. There would'be a completion of mere 233,000 m2 of office
space for the whole year, a significant 60 percent reduction from
1983. Over half of the new space would be built in fringe areas
like New Territories, Sheung Wan and Mong Kok. The reduction was
most conspicuous in Tsimshatsui as most of the major developments
there had been completed already.
TABLE 2
CHANGE IN SUPPLY (M2) 1983/1984







Source: Property Review 1984, Rating and Valuation
Department.
The 371,000 m2 of office space taken up in 1983 was
already a record but 1984 was expected to set another record. One
major stimulator would be the export recovery which started in 1983
and continued throughout 1984. The faith expressed by foreign
investors on the future of Hong Kong tended to be the second
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impetus. A total of 201 foreign firms were registered in the first
8 months of-1984, it was a 30 percent increase over the same period
last year. These firms are mainly in trading, insurance and
financial services all are office takers. Therefore, the overall
take-up in 1984 would be expected to surpass the performance in
1983.
Most of the take-up would be in the form of leasing. In
reviewing the original intention for which offices were built
(Table 3), it is clear that more buildings were built for sale in
1981 when the property market had not yet felt the signs of slump.
However, since 1982 and 1983, the trend has reverted to building
for letting, because it was difficult to find buyers at a time when
the future seemed uncertain. Therefore we also place a greater
emphasis in the rental movement in this paper.
TABLE 3
OFFICES- PURPOSE FOR WHICH INITIALLY BUILT 1980-1983
Year For Letting (%)For Sale (%) For Owner Occupation (%)
43.6 56.2 0.21980
19 81 58.6 41.1 0.3
45.3 53.51982 1.2
63.734.9 1.41983
Source: Property Review 1984, Rating and Valuation
Department.
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Overall Rental and Sale Price
The huge amount of vacant space prohibited any significant
improvement in rental and price in spite of an increasing take-up
for the past few years. By glancing through Figure 4 it can be
seen that the overall rental index started to drop in the first
quarter of 1982 and by the end of 1983 the general rental had
returned to the level of 1980. The sale price index alike saw a
trend of going down beginning as early as 1981. Similarly both
indexes appeared to have bottomed out towards the end of
1983.
Geographic Segmentation
The office market can be segmented on geographical basis
into three major areas. They are Central, Wanchai and
Tsimshatsui. In terms of stock, Central is the single largest area
despite the decline in its share to total. At the end of 1984,
stock in Central will be 1,076,000 m2 accounting for 26 percent
of Hong Kong total. Table 4 is an exhibit of the distribution of
stock by area.
The share of Central has been decreasing from 36 percent in
1979 to 26 percent in 1984. However, the declining share should
not be viewed as any negative implication on its prestige but
rather is due to the smaller increase in new supply over the period
in relation to other areas. When looking ahead into 1985, the
scheduled completion of Exchange Square and Hong Kong Bank Building
will widen the lead again. Wanchai had been stable in the output
of office space and is the second largest area. Tsimshatsui, on
the other hand, showed steady growth, largely attributable to the
23
FIGURE 4
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Source: Property Review 1984, Rating and Valuation Department.
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TABLE 4
DISTRIBUTION OF STOCK BY AREA (M2) 1979-1985
Area 79 80 81 82 83 84* 85*
Central 779,100 864,600 905,600 982,200 104,300 1,076,600 1,312,400
(36%) (35%) (33%) (30%) (27%) (26%) (29%)
Wanchai 452,800 555,800 660,300 729,300 899,400 956,200 1,035,700
(21%) (23%) (24%) (22%) (23%) (23%) (23%)
Tsimshatsui 255,100 283,900 380,700 585,400 724,900 738,600 756,000
(12%) (12%) (14%) (18%) (19%) (18%) (17%)
Other 698,600 729,400 789,200 963,000 1,184,900 1,312,900 1,426,800
(31%) (30%) (29%) (30%) (31%) (33%) (31%)
Total 2,185,600 2,433,700 2,735,800 3,259,900 3,850,500 4,083,700 4,530,900
(100%) (100%) (100%) (100%) (100%) (100%) (100%)
* Estimated figures.
Source: Property Review 1978-1984, Rating and Valuation Department.
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development in Tsimshatsui East.
Notwithstanding a declining share, Central was the area most
sought after by users. Reviewing Table 5 tells that at the end of
1983 13.6 percent of space in Central was unoccupied while Wanchai
was 15.8 percent, Tsimshatsui was 26.1 percent and the overall
average was 20.6 percent.
TABLE 5
VACANCY/STOCK RATIO(%) 1979-1983
Area 79 80 81 82 83
Central 3.0 11.0 10.8 12.5 13.6
3.3Wanchai 9.3 9.5 10.4 15.8
Tsimshatsui 3.0 10.2 25.616.4 26.1
3.6Overall 8.3 20.611.0 17.6
Source: Property Review 1984, Rating and Valuation
Department.
The preference of Central over other areas means users have to pay
higher rent to secure an office there. The premium in rent is
highly discernible by a look of Figure 5 which shows a distance of
as large as $100 per m2 between Central and the other two
segments for comparable prime buildings.
Notwithstanding the difference in the absolute level, there
is similarity on the pattern. of rental movement among the three
segments. From the same Figure we can easily find that rents have
invariably kept increasing since 1980, peaked when approaching the
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end of 1981, then started to drop until the middle of 1984 when
there is a sign of recovery.
FIGURE 5



















1980 1981 1982 1983 1984 Year
Exclusive of rates, air-conditioning and services based on
open market new leasing.
Source: Jones Lang Wootton.
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The above is a brief comparison among the three districts
and we will proceed to analyse each core area in greater detail.
Offices in Central
Supply, Takeup and Vacancy
TABLE 6
OFFICES IN CENTRAL- SUPPLY, TAKE-UP AND VACANCY (M2)
1979-1983
Year Supply Take-up Vacancy
1979 27,300 32,900 23,600
1980 121,800 13,300 95,800
1981 52,800 39,400 97,400
1982 93,900 51,200 122,800
1983 59,100 39,700 142,200
Source: Property Review 1984, Rating and Valuation
Department.
Table 6 shows that vacancy in Central has kept increasing
since 1979. The biggest hike occurred in the year 1980 when
vacancy jumped by some 300 percent from 23,600 m2 to 95,800 m2
largely as the result of the enormous addition of new space in the
same year. The rate of increase in vacancy then slowed down but at
the end of 1983 vacancy was at a record of 142,200 m2.
Supply was erratic over the same period. The production in
1984 was forecast at 34,700 m2, a more than 40 percent and 60
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percent decrease respectively from the amount of 1983 and 1982.
The only major developments in the region completed in the last two
years were the Hong Kong Club Building and Wheelock House.
The prestige of being in Central has a distinct appeal to
certain firms such as multinational corporations and banks,
especially foreign banks. A moratorium on the issuance of banking
licences was in force from 1965 to 1978. In March 1978 the
Government announced that the grant of licences would be revived
for banks incorporated outside Hong Kong if the banks could meet
certain criteria. As a result, 41 banks were licensed in eighteen
months, but in August 1979 the consideration was suspended. In May
1981 new criteria were announced for the resumed grant of bank
licences, which included applicants in Hong Kong. To these new
banks, Central was their only choice. The open door policy adopted
by China under her modernization programme posed another strong
attraction to multinational corporations to set up office in Hong
Kong as the regional base to monitor their China operation.
Although some firms had allegedly been driven out of Central during
the years of the property boom, this trend has come to a halt in
the wake of lowering rent in recent years.
Central is the area with the largest amount of Grade A
office space which, at the end of 1983, reached 715,000 m2,
accounting for 70 percent of the overall stock in Central and 19
percent of the total stock of Hong Kong respectively. These top
class properties appeared to have an edge over the secondary one,
in terms of occupancy. Hong Kong Land, the signle largest owner of
Grade A offices in Central, was able to report 92 percent occupancy
at 1983 year end for its portfolio comprising approximately 320,000
m2 and at mid 1984 the occupancy raised to 95 percent.
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Rental and Price
Properties in Central are predominantly owned by big
property companies for rental purpose. In general, the rents kept
declining in 1984 but a sign of consolidation was in sight towards
the year end. The average monthly rent per m2 for Grade A
offices here was $170 to $220 Grade B $100 to $170 and Grade C
below $100.1
In respect of selling price, data are not enough to draw a
conclusion. Sales were sparse during 1984, perhaps because of the
political uncertainty. However towards the end of 1984 price
tended to recover a little bit as the uncertainty was removed. For
example, Far East Finance Centre was sold for about $20,000 per
m2 in October but increased to $23,700 per m2 in December.2
Offices in Wanchai
Supply, Take-up and Vacancy
TABLE 7








Source: Property Review 1984, Rating and Valuation
Department.
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This area is the second largest office centre. At the end
of 1983 the total stock of office space in the area was 899,400
m2, about 23 percent of the overall figure. This share is
expected to remain unchanged in 1984 and 1985. A large proportion
of the stock- 62 percent- was completed over last five years
ended 1983. This basically was the consequence of the development
in the new reclamation area along the waterfront.
Due to its proximity to Central, the area was the favoured
place for firms which could not afford the high rent in Central but
needed quick access to the financial and commercial centre.
Professional firms like architectural offices, advertising agencies
and engineering firms were keen takers in Wanchai. Even the Trade
Development Council also left Central in favour of Wanchai and two
American banks set up their headquarters in the area.
Over the period 1979-1983, the average take-up was 83,400
m2 which outperformed the other two major locations. At the end
of 1983, its vacancy was only 15.8 percent, second to Central but
far better than Tsimshatsui. In mid 1984, Great Eagel Centre and
China Resources Building reported 70-80 percent occupancy, and Sun
Hung Kai Building was 90 percent occupied.
Rental and Price
It could be noted from Figure 5 that Grade A office in
Wanchai was on the average renting at $85 per m2 in the mid 1984
- less than half of the peak level. Again, buildings of better
quality and management like Great Eagel Centre and Harbour Centre
were able to command a higher rent. There was a levelling off
period between mid 1982 and mid 1983 when rental was stable at $120
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- $130 per m2. Such level-off might well be the consequence of
the decentralization of firms which could not pay the high rent for
Central. When the property market went bust the trend also came to
a halt. Without this source of demand rent dropped again.
Capital values as shown in Figure 6 have been falling in
line with falling rentals generally and reflecting the increase in
supply in conjunction with the pressure exerted by the uncertain
political future.
FIGURE 6
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Source: 1983 Property Review, J. Wilburn Associates.
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Offices in Tsimshatsui
Supply, Takeup and Vacancy
TABLE 8
OFFICES IN TSIMSHATSUI- SUPPLY, TAKE-UP AND VACANCY (M2)
1979-1983
Year Supply Take-up Vacancy
1979 16,400 32,800 7,600
19 80 28,800 7,500 28,900
1981 96,800 63,300 62,400
204,7001982 117,400 149,700
1983 139,500 99,800 189,400
Source: Property Review 1984, Rating and Valuation
Department.
At the end of 1983 total stock of office in Tsimshatsui was
724,900 m2 accounting for 19 percent of the overall total. On
the average there was an annual production of some 97,000 m2 over
the five-year period ended 1983. A big chunk of office buildings
completed recently concentrated in Tsimshatsui East- a newly
developed commercial area. Part of this district is reclaimed
land, and the rest is the former site of the railway tracks. The
land became available for sale when the KCR terminus was moved to
Hung Hom and railway tracks and warehouses removed. Since 1976
twenty lots of land have been sold by auction to private
developers, out of which twelve were developed into shop/office
complexes. Another core office location in Tsimshatsui lies along
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the waterfront adjoining to the Star Ferry. The lands were mainly
the former site for warehouses.
Initial response in Tsimshatsui East was unsatisfactory
because of the traffic problem. However as time goes by, the road
network around the district has been improved very much and now it
is easily accessible from every part of Hong Kong. The district
has become a popular shopping area not only to the general public
but also the tourists.
The average take-up in Tsimshatsui as a whole over the
period 1979-1983 was 64,000 m2. Apparently with an absorption
rate standing at two-thirds of the production, the only result is
an increasing vacancy. At the end of 1983 Tsimshatsui as a whole
had the highest vacancy ratio of 26.1 percent among the three major
office areas. However the improving export performance had the
greatest stimulative impact in this area since it has traditionally
been the established location for firms in the garment,
manufacturing, import/export industries as well as for the foreign
buying offices. A market survey indicated that for a period of
twelve months ending 31 October 1984, a total of 100,000 m2 had
been taken up. The take-up was principally in a number of new
developments, which echoed the phenomenon in other areas that
better buildings always had an edge over secondary ones. The
attraction of Tsimshatsui mainly lies in its low rents, its easy
access to the airport, to overseas buyers and partners in nearby
hotels, to financial institutions in Central by means of MTR, and
to Kowloon industrial belt.
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Rental and Price
Referring again to Figure 5 the rent for Grade A offices in
Tsimshatsui started to plunge in mid 1981 but appeared to level off
towards the end of 1983 due to increasing demand as a result of the
export recovery. It stood firm at about $90 per m2 until mid
1984, already a drop of more than 50 percent from the plateau, and
started to pick up again when approaching the year end. A survey
of a sample of buildings there confirmed that the average monthly
rent was in the range of $90 to $115 per m2.3
Price was able to keep firm throughout 1983 as shown in
Figure 7 with even a tendency to rise during 1983 before falling in
the first half of 1984. This fall was however considerably less
severe than experienced elsewhere. With the future of Hong Kong
becoming clear and the reduction in vacancy, value would be
expected to improve.
FIGURE 7
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Source: 1983 Property Review, J. Wilburn Associates.
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A World Rental Comparison
It is shown in Figure 5 that the rental levels of the main
office locations, Central, Tsimshatsui and Wanchai, had invariably
dropped drastically from their peaks in 1981. In mid 1984, the
average rents for high quality offices in Central was a 39 percent
slip from the peak while Tsinshatsui and Wanchai both dropped by
more than 50 percent.
The rents have fallen so much that when compared with other
large financial centres, Hong Kong had a much lower occupancy
cost. Richard Ellis in November 1984 released its research result
on World Rental Levels: Office (Table 9). According to the
research Hong Kong was only the twelfth most expensive city in the
world for prime office accommodation occupational costs which
include rent, service charge, rates, tax and other outgoings that
office users have to bear. It was found that when compared with
Tokyo, Singapore, New York and London, Hong Kong was the cheapest
base for multinational corporations, as contrasted with the
property boom in 1981 when Hong Kong earned the reputation of being
the most expensive place in the world. New York, London and Tokyo
occupied the top three positions both in terms of rent alone and of
total occupational costs. Singapore was able to offer lower rent
than Hong Kong but the saving was more than offset by its higher
service charge and tax.
Hong Kong also compared favourably when other costs of doing
business were considered, including personal and corporate taxes,
utility rates, salaries for local employees and the price of motor
vehicles. With a relatively low operating cost, Hong Kong becomes




Rent as quoted locally Equivalent net Service Rates/ Total Exchange
(May 1984) rent in $m2 p.a. Charge Property Tax occupation rate to$
cost$ per 17 October
m2 1984
London-City £32 (£31) sq.ft.p.a. $416 16 percent 55% $712 £0.8275
London-West End £23.50 (£22) sq.ft.p.a. $306 15% 37% $466 £0.8275
Manchester £6.50 (E6.50) sq.ft.p.a. $85 38% 56% $164 £0.8275
Glasgow £7.50 (E7.00) sq.ft.p.a. $98 36% 59% $190 £0.8275
Brussels BF3600 (BF3500) sq.m.p.a. $68 28% 18% $99 BF64.115
Paris FF2200 (FF1900) sq.m.p.a. $242 20% 5% $302 FF9.576
Amsterdam DFL300 (DFL300) sq.m.p.a. $85 20% 1.5% $104 DFL3.5125
Frankfurt DM32 (DM32) sq.m.p.a. $123 25% 1% $155 DM3.1125
Madrid Pts1600 (Pts1550) sq.m.p.a. $121 22% 5% $153 Pts175.05
Barcelona Pts1000 (Pts950) sq.m.p.m. $75 20% 5% $94 Pts175.05
New York $55 ($52.50) sq.ft.p.a. $552 12% 22% $740
mid-town
New York $40 ($40) sq.ft.p.a. $363 18% 30% $538
down-town
Chicago $28 ($28) sq.ft.p.a. $236 34% 26% $377
Los Angeles $30 ($30) sq.ft.p.a. $315 18% 6% $391
San Francisco $36 ($35) sq.ft.p.a. $377 21% 7% $484
Sao Paulo $7.50 ($8) sq.m.p.m. $90 33% 5% $125
Singapore S$4.50 (S$5) sq.ft.p.m. $211 25% 30% $327 S$2.1675
Hong Kong HK$15 (HK$18) sq.ft.p.m. $247 15% 7% $301 HK$7.8315
Tokyo Y11700 (Y11700) sq.m.p.m. $511 11% 10% $619 Y249.72
Johannesburg R12 (R13) sq.m.p.a. $80 25% NOT $100 R1.7970
QUANTIFIABLE
Melbourne A$290 (A$230) sq.m.p.a. $196 20% 11% $257 A$1.0643
Sydney A$365 (A$365) sq.m.p.a. $263 11% 10% $319 A$1.0643
Perth A$190 (A$170) sq.m.p.a. $107 27% 32% $171 A$1.0643
Source: Richard Ellis. World Rental Level: Offices. November 1984.
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Summary
1984 was the year of consolidation for the office market as
a whole which had been stuffed with massive vacant space and
decreasing property values. The market stepped into 1984 with a
record high of vacancy. However the production in the year was
expected to reduce considerably, which could help ease the supply
and demand disequilibrium. The export-led economic recovery
enhanced by the resolution of Hong Kong's future stimulated greater
demand and made people regain confidence.
The office market could be segmented on geographical basis
into three major areas. They are Central, Wanchai and Tsimshatsui,
accounting for 29 percent, 23 percent and 17 percent of the total
stock respectively. Apart from being the largest area, Central
also commands the highest rent and price over the other two for
comparable product.
Supply in Central was erratic but the associated prestige
had distinct appeal to multinational corporations and financial
institutions. However this source of demand might not be enough to
compensate for the outflow of tenants who could not afford the high
rent and as a result the vacancy has kept increasing over last five
years ended 1983.
Wanchai, due to its proximity to Central, were preferred by
firms which are reluctant to pay the premium rent but require quick
access to the financial and commercial centre where their clients
are located. The average take-up over the period 1979-1983 in
Wanchai was the best among the three major areas.
Tsimshatsui was a newly developed office centre as about 70
percent of the stock at the end of 1983 was completed in the past
five years. A large chunk of new developments concentrates in
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Tsimshatsui East which has been converted from former railway
tracks into one of the popular commercial centres in Hong Kong.
The area benefited the most from the export boom as the area was
the base for import/export firms, buying offices and offices for
manufacturing concerns.
The drop in rent over recent few years has been so great
that at a survey of World Rental Level released in November 1984,
Hong Kong was found to be the cheapest base when compared to other




QUANTITATIVE ANALYSIS OF THE RELATIONSHIP BETWEEN
CHANGES IN OFFICE RENTALS AND VACANCY RATE
In this Chapter, we will make use of the factual information
described in detail in previous chapters and develop a model for
the analysis of the quantitative relationship between changes in
office rentals and vacancy rate.
Hypothetical Relationship
The impact of the various factors which affect supply and
demand is sometimes difficult to quantify individually. The
interaction of these factors can however be captured in the amount
of vacancy at any point of time, which in turn is reflected by the
direction and magnitude of changes in rental in the market. The
degree of excess demand or excess supply is measured by the
direction and magnitude of deviation of the actual vacancy rate
from some long run normal or natural vacancy rate. The concept of
natural vacancy rate is analogous to that of natural unemployment
rate. It is defined as the rate at which there is neither excess
demand nor excess supply and rental is at its long-run equilibrium
at this point. This natural amount of vacancy serves a useful
purpose in the market and exists to facilitate the search processes
of landlords and tenants. If demand is big enough to reduce the
vacancy rate to a level below the natural vacancy rate, then upward
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pressure will be exerted on rental. On the other hand, if there is
excess supply and the vacancy level is raised to a level above the
natural rate of vacancy, then downward pressure will be exerted on
rental.4 This can*be represented as follows:
R= f (Vn- V)
V
where R rate of change of nominal rental
Vn natural vacancy rate
V actual vacancy rate
0
In other words, the rate of change of nominal rental (R) is
a function (f) of the extent to which the actual vacancy rate V
deviates from the natural vacancy rate Vn.
Furthermore, if we assume the natural vacancy rate is
constant over our estimation period for any given district, Vn may
be incorporated into the intercept, and the estimating model may be
written as
R= a- bV
Thus, R will be negative if V is greater than Vn, positive
if V is smaller than Vn.
In one of the districts analysed, we found that a quadratic
equation is more appropriate in describing the relationship between
rental changes and vacancy rate. For this particular district
(Wanchai), the equation is in the following form:
R= a- bV+ cV2




As explained in Chapter III, while the commercial offices
market as a whole moves in a consistent manner, the various parts
comprising the market do have their own characteristics.
Accordingly, we selected Central, Wanchai and Tsimshatsui as the
relevant areas for study. These 3 areas are all well established
office centers. Their combined stock of offices comprised nearly
70 percent of the total stock of offices in Hong Kong. The
remaining 30 percent or so are located in Sheung Wan, North Point,
Yau Ma Tei, and other fringe areas in the urban area and the New
Territories.
Source of Data
The raw data of rental, vacancy, and stock figures come from
the annual Property Reviews published by the Rating and Valuation
Department. The sample in this particular research consists of
annual data from the years 1976 to 1982. The input data used are
shown separately in Appendix I of this paper.
Result of Analysis
We employed the least squares method in carrying out
regression and correlation analysis of the sample data. The
software package used is Time Series Processor Version 4.0. The




General form of regression equation R a bV
Standard error of the regression 28.5495
R-squared 0.494861




The Durbin-Watson Statistic (adjusted for 0 gaps) is 1.5028
and exceeds the value of the statistic at 95 percent confidence
level (K=1), the null hypothesis that there is no serial
correlation should therefore be accepted.
The t-Statistic shows that the estimated coefficient is
significant as the value at 95 percent level of confidence (The
number of degrees of freedom is n-2, where n=7) is 2.571, and the
value at 90 percent level of confidence is 2.015.
The natural rate of vacancy is by definition the rate at
which there is neither excess demand nor excess supply and rental
is at its long run equilibrium. Since there is neither upward nor
0
downward pressure on rental, R= 0 at this point. The natural rate
of vacancy can therefore be estimated by substituting R= 0 in the




General form of regreession equation R
Standard error of the regression 26.6186
R-squared 0.803373






The regression equation explains successfully 80 percent of
the total variation in the dependent variable.
The Durbin-Watson statistic indicates no autocorrelation
between the error terms.
The F-statistic well exceeds the value at 95 percent level
of confidence (6.94) for one to reject the null hypothesis that the
true regression coefficients are all zero.
The t-statistic for the individual coefficients all exceed
the value at 95 percent level of confidence (N=7, K=2, N-K-1=4) at
2.776. The null hypothesis that the individual coefficient equals
zero can therefore be rejected.
The natural rate of vacancy estimated from the regreession
equation is 12.5 percent
The estimated coefficient for b at -21.3 is substantially
higher than that for Central, indicating that rental change is much
more sensitive to changes in vacancy rate than in Central. This is
perhaps what people would expect for this district. Wanchai only
becomes established as an office centre in recent years. When a
number of firms were forced to leave Central because of high rental
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in the period from 1979 to 1982, Wanchai was their first choice
because of its proximity to Central and the availability of modern
office buildings newly constructed in the area. As a result rental
rose substantially from a low level. This in turn stimulated the
redevelopment of many residential sites to office buildings. The
greatly increased supply unfortunately came on the market at a time
after the collapse of the property market and the problem was
aggravated further by the uncertainties caused by the negotiation
on the future of Hong Kong. Rental thus quickly fell back to a low
level. The higher value of the coefficient reflects the fact that
investment in office premises in Wanchai is a greater risk than
that in Central in the sense that rental and price in Wanchai can
fluctuate to a greater extent than those in Central.
Tsim Sha Tsui
General form of regression equation, R= a- bV
Standard error of the regression 20.7012
R-squared 0.515106
F Statistic (1, 5) 5.31153
Estimated Coefficient F Statistic
a= 47.13457 3.073953
b= -2.636209 -2.304675
The Durbin-Watson Statistic (adjusted for 0 gaps) is 1.4941
indicating no autocorrelation between the error terms. The
interpretation for other statistics is similar to that of Central.
The natural rate of vacancy estimated from the sample is
17.85 percent, the highest in the 3 districts studied. While the
45
stock of offices in all 3 districts has been increasing in the last
5 to 6 years, the stock of offices in Tsim Sha Tsui almost tripled
in the 5 years from 1979 to 1983, showing the biggest increase.
The share of the total stock of offices increased from 12 percent
in 1979 to 19 percent in 1983, also showing the biggest growth.
Most of the new office space is built in Tsim Sha Tsui East which
had experienced transport and parking problems initially. Thus it
is not surprising that the vacancy rate is the highest of the 3
districts, which in turn leads to a natural vacancy rate higher
than the other 2 districts. It is likely that the natural vacancy
rate in this district may come down to a lower level with the
passage of time.
The estimated value of the coefficient b is the lowest among
the 3 districts studied. We believe this is the result of the
interaction of the forces of supply and demand in this district.
On the one hand, favoured traditionally by importers/exporters,
trading and manufacturing companies, demand for offices in the area
improved considerably in the last 2 years. On the other hand, the
persistent oversupply situation in the area helped to keep rental
and prices at a stable level. As a result, rental changes are less
obvious in the sample period.
Limitations
The above analysis provides empirical evidence to
demonstrate the existence of significant statistical relationship
between changes in rental and vacancy rate as hypothesized in the
beginning of this Chapter. The simple model developed also enables
us to estimate a natural vacancy rate for each of the 3 districts.
46
However, we must also point out that the model is subject to
limitations, apart from constraints on time and resources
available, such as the lack of more detailed breakdown of the raw
data, limited size of the sample, etc.
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CHAPTER V
FORECAST OF THE PERFORMANCE OF THE OFFICE SECTOR
In this Chapter, we shall discuss some of the more important
underlying factors influencing the supply and demand of offices,
such as export growth, GDP growth and changes in its composition,
technological innovation, and the leasing policy of the
government. We will then make use of the simple model developed to
help in forming a view on the possible future direction the office
sector will go and forecasting its performance.
Factors Affecting Demand for Office
1) Export Growth
While the territory should continue to benefit from expected
growth in the world economy, it remains vulnerable to external
events. The United States' economy is expected to expand less
rapidly- 3.5 percent growth has been assumed, for 1985, compared
with the 6.8 percent recorded for 1984.5 Thus some slowing down
in the growth rate of domestic exports to the United Statis in 1985
is likely. Protectionism everywhere remains a constant threat to
an export-dependent economy like Hong Kong. The introduction of
the country-of-origin rules for textile and clothing imports by the
United States was but one of the formidable examples.
China is now Hong Kong's second largest domestic export
market, though it is still well behind the United States. The
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prospect is that all aspects of trade between Hong Kong and China
will continue to grow rapidly in 1985. It is this section that
perhaps provides the greatest potential for continued trade
expansion. The rapid stride taken in trade with China and
re-exports of Chinese manufactured goods is already reflected in
the construction of buildings like the China Resources project in
Wanchai. At the same time overseas companies wishing to trade with
China are increasingly likely to set up representative offices in
Hong Kong, particularly now that the 1997 question has been
answered in a manner satisfactory to most foreign companies.
Exports to European markets, on the other hand, are largely
dependent on the economic performances of these countries and on
the extent to which the competitiveness of Hong Kong products is
maintained. During the second half of 1984, because of the global
strength of the US dollar, the Hong Kong dollar strengthened by 11
percent against the deutschemark and 14 percent against the pound
sterling. In addition, Hong Kong's inflation rate was also higher
than that of West Germany or the United Kingdom. Hong Kong
products then became relatively more expensive in these markets.
This difficulty is expected to continue as long as the US dollar is
maintaining its strength.
The Financial Secretary, Sir John Bremridge, in his budget
speech for the fiscal year 1985-1986 estimated that domestic
exports in 1985 will grow by 11 percent in real terms, rather less
than the 17 percent achieved last year. This, combined with a
forecast re-export growth rate of 30 percent, gives a growth
forecast for total exports of 18 percent, compared with 22 percent
in 1984.
Based on the above forecast, the export will continue to
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grow but at a reduced rate. The growth in turn makes possible or
even desirable expansion for import/export firms, buying offices
and manufacturing companies requiring separate offices apart from
their factories. In short, the export growth forms a major thrust
to the demand for office space.
2) GDP Growth6
The overall GDP is likely to continue to grow this year as
other major sectors of the economy are expected to improve along
with the continued export growth.
Real incomes were tipped to expand by 6 percent this year in
the face of a mere 4 percent advance last year. Reflecting this
increase is a corresponding rise in private consumption expenditure
forecast for 1985 at a moderate rate of 7 percent. Private
consumption expenditure accounts for about 70 percent of GDP.
Meanwhile, government consumption expenditure is budgeted to
increase by as large as 5 percent, compared with 3 percent last
year.
Private investment in plant and machinery is forecast to
increase by 16 percent in 1985 while private investment in building
and construction is expected to increase by 2 percent, compared
with a decline of 9.5 percent in 1984. Public sector expenditure
on building and construction is however forecast to decline by 8
percent, largely due to a reduction in Mass Transit Railway
Corporation capital spending.
These forecasts, when combined with the forecasts of some
other, smaller, components, give a forecast growth rate of gross
domestic fixed capital formation for 1985 of 5 percent,
representing a significant improvement compared with the increase
of under 1 percent recorded in 1984.
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The forecast growth rate of imports associated with these
forecasts of final demand is 18 percent, compared with 15 percent
for 1984. Net exports of services are forecast to rise by 15
percent, compared-with 21 percent in 1984.
These forecasts for the individual components of
expenditure, when combined, give a forecast growth rate of the
gross domestic product of 7 percent.
Judging from the above forecast, we are optimistic that
demand will increase since firms which are usual major contributors
to the GDP are keen office takers.
3) Expansion of Financial Markets
The growth of the banking and financial sector of the
economy has been one of the driving forces behind the great demand
for office space, particularly in Central districts (see Table 10.).
TABLE 10
NUMBER OF BANKS, LICENSED DTCS, AND EMPLOYMENT
IN THESE SECTORS 1978-1983
1978 1979 1980 1981 1982 1983
Persons employed
44,342 53,144 61,528 72,478 79,175 73,544(third quarter)
128121 13411388 105Number of banks
Source: South China Morning Post, 8/2/1985, page 26.
However recent difficulties experienced by the international
banking community will undoubtedly lead to a slowdown in their
expansion. On top of these difficulties experienced by some
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licensed deposit-taking companies (DTCs) and financial-based
institutions in Hong Kong has also released space.
The prospects, therefore, for this sector of the economy do
not appear to be expansive at present and there would seem to be
little demand for space from this sector in the immediate
foreseeable future, despite the continued influx of Japanese banks
into the local market.
4) Office Automation
Another factor which may cause structural change in demand
for office space but does not receive proper attention is the
tendency of office automation. To a large extent, office
automation is equivalent to saying computerization but it certainly
goes beyond this as many other equipments are created to enable
automation.
When talking about automation, people are always concerned
more with its merit in improving the office productivity. However
there is a side-effect associated with this growing trend. The
automation not only improves productivity but also reduces demand
for office space generally. The memory device of computer is
usually capable of massive data storage and thus can save plenty of
space which is otherwise required for filing cabinets. In
addition, it reduces the need for filing staff.
The importance of this element seems to have met with
inadequate attention for the time being, partly because the
development of this trend is still in its infancy and, partly
because of the difficulty in quantifying the effect. Nevertheless,
the presence of the impact is unchallenged. More importantly the
trend is growing in two ways:
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a) more firms are impelementing office automation and
b) technological advancement keeps upgrading the capacity
of the equipments meaning that more space can be saved.
Following the Sino-British Agreement, companies started to
regain confidence in making substantial investment and thus will
stimulate the speed of the development in office automation.
Developers and landlords alike cannot afford to lose attention on
this tendency.
5) Leasing Policy of Government
The rapid expansion of the government structure in 1970s
created great demand for offices. To make up for the inadequate
supply by its own, the government has to rent a lot of space from
the private developers. Though the growth of civil force has
appeared to slow down recently, government can still be regarded as
the single largest tenant. As shown in Table 11, the government
took up a total of 372,637 m2 of office and non-residential space
at the end of September 1984 and the associated rental bill is an
enormous $507,800,712 per annum.
TABLE 11
OFFICE AND NON-RESIDENTIAL PREMISES RENTED
BY GOVERNMENT AT 30/9/1984
Hong Kong: 206,694 m2 (of which 28,800 m2 in Central)
Kowloon: 103,814 m2
New Territories: 62,129 m2
Total: 372,637 m2
Source: Property Journal, January 1985, p. 36.
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It is therefore apparent that the government's leasing
policy has very strong impact on the office market despite a slow
down in growth of civil force. According to Mr. Myhill of
Accommodation Division in the Government Secretariat, the
government's long-term policy is to build for its own use.7 Its
ultimate target is to set up divisional government houses to
accommodate the various departments dispersed in the district to
provide convenience to the general public as well as to facilitate
administration through centralization. However the achievement of
this objective is largely constrained by the financial budget.
In spite of the budget constraint, the rented space will
still be replaced ultimately by the gradual completion of
government houses, particularly when growth in civil force is
expected to continue to slow down. In the following five fiscal







Landlords are bound to see the loss of this tenant but most
fortunately the effect will be gradual. Moreover, since the
tenancy agreements signed up by the government are not due for
expiring at the same time and the space rented is distributed over
a number of buildings, the influence on any individual landlord
will be minimized. Table 12 gives some examples of the tenancies
signed up by the government.
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TABLE 12
EXAMPLES OF SOME TENANCIES SIGNED UP
BY GOVERNMENT
Department Building Area Rented Expiry Date
Medical Health Sunning Plaza 6,200 m2 12/90
Immigration Koon Wah Commercial 16,000 m2 4/87
Building
Inland Revenue Windsor House 35,200 m2 5/89
Trade Industry Ocean Centre 9,000 m2 6/89
Engineering Empire Centre
Development 8,700 m2 2/87
Rating Valuation Hennessy Centre 7,500 m2 9/90
Source: Property Journal, January 1985, p. 36.
Forecast Supply of office
Property Review 1984, published by the Rating and Valuation
Department in May 1984, contains a summary of actual supply from 1979
2
to 1983 together with estimates for 1984 and 1985 in m.
Area 1979 1980 1981 1982 1983 1984 1985
Central 21300 121800 52800 93900 59100 34700 236400
25900Wanchai 98700 51100 69000 163900 50000 60400
Tsimshatsui 2880016400 96800 204700 139500 13700 17400
Other 47400 118600 178700 228200 134800114700 133000
Total 178300 296700 319300 546300 590700 233200 447200
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These estimates would be accepted as fairly accurate
estimates, not because it is made by government but because of the
mechanism the government has in gathering the needed data. The
fact that every site is required to be granted a consent to
commence work before the first pile can be driven enables the
government to keep track on what type of building is entering into
the market and when.
Based on the above estimates, there will be a large amount
of office coming on the stream in 1985. The overall amount of area
to be completed is nearly twice that for 1984. In 1984 there was a
temporary slow down in the production across the board in the
territory after two years of overheated activities.
Central alone accounts for 50 percent of the estimated
supply in the year, largely attributable to the completion of the
project on Exchange Square and the Hong Kong Bank Building.
General Outlook for Office Sector in Synthesis
We have presented in the foregoing sections both positive
and negative arguments in the possible direction the office market
will take. What are the conclusions?
Let us first summarize the encouraging elements. Confidence
has been regenerated due to the end of the Sino-British talks on
Hong Kong's future, so we can expect to see an increase in the
potential demand and funds for expansion. Exports, especially
those between Hong Kong and China, continue to grow in 1985 though
most probably at a lower rate. The overall GDP is forecast to grow
by 7 percent in real terms. These are all stimulating factors.
On the contrary there is an enormous amount of office
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completing in 1985. The financial market- the primary office
employer- does not look good as many international banks are
facing difficulties in their debts to some third-world countries.
The increasing pace in office automation and the gradual change in
government policy to replace rented space by government-owned
buildings are another two factors threatening the landlords. All
of these end up depressing the demand.
Judging from the above analysis our conclusion is that the
short-term outlook for the office sector as a whole appears
promising as the impact of the negative factors is not likely to be
immediate. However the long-term picture is not so clear
especially when the negative impact infiltrate into the market
eventually.
Outlook by Segment
Having portrayed the overall prospect of the whole office
sector, we are now in a position to estimate the likely performance
of each major office area.
Central
According to the preliminary figures released by the Rating
Valuation Department in its Property Review 1985, Central will
see a new record high of vacancy in 1985, especially in respect of
Grade A buildings. New major developments coming on stream include
the Exchange Square Phase I and Hong Kong Bank Building. The new
supply plus those unoccupied at the end of 1984 amounts to just a
little below 260,000 m2. However, the average take-up of this
kind of Grade A office in the past three years 1982 to 1984
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was merely 47,600 m2. In other words, the area available in the
market will be 5.5 times the average take-up for the past three
years.
The Exchange Square Phase I includes two office towers
bringing forth a supply of 109,902 m2, not including the space to
be occupied by the Unified Stock Exchange. It is understood that
massive advertising and promotion have been done by the landlord,
Hong Kong Land, not only in Hong Kong but also in other countries
like Japan, USA and UK. Nevertheless, at the end of 1984 no single
tenancy has been firmed up yet. Explained by Mr. Denman, the
Managing Director of Hong Kong Land Property Co., the initial
marketing campaign had elicited a significant degree of interest,
but prospective tenants for new buildings were traditionally wary
of making any commitments before seeing the completed project. The
asking rent for office here is learned to be around $200 per m2,
way below the original estimate when the company bid for the site,
it is no surprise that the landlord is prepared to offer very
flexible terms which at the end cut down the effective rent to a
lower level.
Another remarkable development in the area is the Hong Kong
Bank Building which after completion will become the new
headquarter for the bank. The development draw much attention from
the public for its hugh development costs which was at one time
estimated to reach $8 billion. However the Chairman of the Bank
discounted the report by reducing the estimate by $2 billion. The
total useable area of the building is some 70,000 m2 of which
58,000 m2 will be office space which, according to the bank, will
be completely retained for its own use. Although the space in the
building will not be available for outsiders, a comparable or
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perhaps lesser amount of vacant space formerly occupied by the bank
in other buildings will nevertheless enter the market again.
Meanwhile, Hong Kong land already announced plans for
starting Phase II of its huge Exchange Square development. The
office tower will comprise a net area of approximately 30,000 m2
and completion is scheduled for mid-1988.
Under such massive supply it should be unrealistic to expect
any improvement in the rent or price. On the other hand, the
landlords will be hard pressed to lower their quotes and/or offer
generous terms. Perhaps by narrowing down the rental difference
against other areas it can attract more companies to return to
Central.
If the landlords are able to reverse the trend to
decentralise, the vacancy rate may be kept from rising much
further. If the vacancy rate can be maintained at the level of say
13 percent, there will still be downward pressure on rental as it
is above the estimated natural vacancy rate of 11.58 percent. The
resulting fall in rental is likely to be in the region of 10
percent in accordance with the regression analysis model.
Wanchai
Wanchai should become more attractive to tenants because the
opening of the Mass Transit Railway's Hong Kong Island line, due to
take place on 31 May 1985, will undoubtedly improve communications
between Wanchai and all other office districts.
We also think it is the area having the greatest potential
for growth in terms of development. The area for the time being is
still mainly a residential area except the portion at waterfront.
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Residential blocks, a large proportion of which is pre-war
buildings, are scattering around affecting the atmosphere of any
commercial development while at the same time undermining the value
of the properties. At a time when new developments in Tsimshatsui
and Central have become almostly exhausted, it is natural for the
area to become the focal point of real estate developers.
The Exhibition Centre is the only substantial development in
the years ahead. The complex comprises an exhibition and
conference centre, two hotels, a 33-storey office block and a
top-class residential tower. The status of Hong Kong as an
international trade centre will definitely be enhanced following
this completion but it is already some time in 1988. In the
short-term the supply will remain stable.
The vacancy rate of Wanchai at the end of 1984 stood at 5.6
percent, well below the other 2 districts studied. However, it is
expected that 60,000 m2 of office space, or twice the amount of
vacancy at the end of 1984, will be completed in 1985. This,
coupled with strong competition from Central, is expected to raise
the average vacancy level in the district considerably in 1985.
Nevertheless, we expect the rental in Wanchai will firm up slightly
and the amount will be in the region of 12 percent if the average
vacancy rate will rise to say 11 percent. Due to the greater
sensitivity of rental change to vacancy rate of the district as
explained previously, close monitoring of the vacancy situation is
important as slight changes either way will alter the picture
completely.
Tsimshatsui
In sharp contrast to Central, Tsimshatsui will most likely
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see a shortage of office in the next few years. The export boom of
1984 shed new light on this area as companies here are mainly
import/export firms and offices of manufacturing firms which is the
sector in the whole economy benefiting the most from the export
recovery. As a result, the buildings in Tsimshatsui East were
alleged fully occupied at the end of 1984 while take-up in the
residual area increased satisfactorily.
The last lot of land in Tsimshatsui East was sold shortly
before the end of 1984 with the successful bidder intending to
develop a hotel hereon. Therefore, no more new supply of office
will be available in this particular booming area. Meanwhile there
is few substantial developments in the other parts of Tsimshatsui
for the coming two to three years.
With the export sector expected to continue to grow in 1985,
the situation in Tsimshatsui will revert to a sellers market. Rise
in rental and price is anticipated but the extent will not be too
significant since after all there is large oversupply in the other
areas. Given that the vacancy rate of the district is about 11
percent at the end of 1984, it is expected that there will be a
rise in rental in the region of 18 percent based on the assumptions




In this final chapter we will first summarize the main
findings of our research and then draw some conclusions from them.
Based on an understanding of the facts and findings of the
research, we will put forward our views on the problems present in
the office sector now and suggest some possible strategies to cope
with them.
1) Hong Kong is not only facing a change in its political
system but also is experiencing long run changes in the basic
structure of its economy. The manufacturing sector has always been
an important contributor to the GDP, but its share is gradually
decreasing relative to the financial services sector. By 1980, the
contribution from the finance services sector had surpassed that of
the manufacturing sector. Hong Kong has undergone a significant
structural change in its economy with increasing resources being
devoted to develop Hong Kong as a financial, trade and shipping
center in the Far East.
2) The development of the commercial office market is closely
related to the development of Hong Kong as a trade and financial
center. The costs and quality of office premises available are
important considerations for firms operating or intending to
operate in Hong Kong. During the days of the property boom, Hong
Kong was rgarded as the most expensive place as far as office
accommodation cost is concerned and some multinational corporations
62
were forced to relocate their offices to other countries because of
economic consideration. The recent slump in the property market
has brought rents down to a more acceptable and attractive level,
and we expect Hong Kong will again be at the top of the list for
firms intending to establish offices in the Asia Pacific region.
3) The issue of 1997 precipitated the property slump in 1982.
However even without this problem the market was due for a
slow-down principally because of the overheated investment and
highly speculative activities in the two years ahead. People were
just too optimistic on the continual growth of the property market.
4) The office sector as a whole is still characterized by
oversupply in 1984, but the situation improved considerably as
compared with 1983. Improvement in export has brought about
consequential growth in the manufacturing industries and related
services, whose gains soon diffused into other sectors of the
economy, providing a most favourable ground for the revival in the
interest for office space. The 20 percent increase in take up of
office space in 1984 is indeed impressive.
5) Looking ahead into 1985, although the U.S.A. economy will
most likely slow down the economy of Hong Kong is expected to
continue to grow. Therefore we foresee a healthy growth in the
demand for office over 1984. On the supply side, 1985 will see the
completion in Central of two most expensive developments ever built
in Hong Kong, which will account for half of this year's output.
The total expected supply for 1985 will be 150 percent of that of
1984. Under such a scenario, significant improvement in rents look
unlikely.
6) Our investigation of empirical evidence suggests significant
statistical relationship between changes in office rentals and
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vacancy rate. Changes in office rentals occur as a result of
excess demand or excess supply. The degree of excess demand or
excess supply is in turn measured by the deviation of the actual
vacancy rate from some long run natural vacancy rate. We have
segmented the office market geographically and focused our study on
Central, Wanchai, and Tsim Sha Tsui, the 3 most important office
centers in Hong Kong. Each district has its own characteristics
and is represented by a regression equation. The estimated natural
vacancy rates for Central, Wanchai and Tsim Sha Tsui are 11.58
percent, 12.5 percent and 17.85 percent respectively.
7) Based on our analysis of the present state of the office
sector, and the various underlying factors influencing supply and
demand of office premises, we have forecasted with the help of the
regression model developed a fall in rental in Central in the
region of 10 percent, but a slight increase in rental in Wanchai
and Tsim Sha Tsui in the region of 12 percent and 18 percent
respectively.
8) Under the circumstances, we expect competition between
various districts and various buildings will continue to be
severe. The vacancy situation should be monitored closely,
particularly in a district like Wanchai where competition from
Central is direct and rental is more sensitive to changes in
vacancy rate. Marketing is more important than ever and we have
the following comments on marketing of office premises in Hong Kong:
a) More thoughts should be given to analysing the needs of
the users and how to meet their needs. The attitude of
most of the landlords are still production oriented
rather than marketing oriented this perception is
inadequate under the present highly competitive
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environment. For example, the conventional me-too
approach in advertising is likely to be ineffective
because it lacks product differentiation and uniqueness
in attracting potential clients' attention. More
aggressive tactics like mail-shots, cold canvass and
direct approach may be more effective in getting the
messages across to the target customers.
b) Larger flexibility on the use of the space can easily
lead to a much expanded scope of target markets. It is
unnecessary to restrict the use of the floor area to an
office. There is a number of increasingly popular and
acceptable types of tenants that an office building can
accommodate without detracting its image, for instance,
for use as an exhibition hall, conference venue, private
club and health centre.
c) Greater attention should be given to the role of
building management which should be regarded as an
integral part of the product. Tenants are increasingly
concerned about this factor and have included it in
their selection criteria. Although it will mean
additional investment by the landlords, the expenditures
usually pay off well as evidence is abundant that
buildings with sound management services have an edge





































































































1. J. Wilburn Associates. Property Rental Analysis, August to
December 1984.
2. J. Wilburn Associates. Analysis of Property Transaction,
1/9/1984- 5/1/1985.
3. J. Wilburn Associates. Property Rental Analysis, August to
December 1984.
4. Rosen K.T. and Smith L.B. The Price-Adjustment Process for
Rental Housing and the Natural Vacancy Rate. The American
Economic Review, September, 1983, p. 779.
5. South China Morning Post, 28/2/1985, page 10.
6. Various forecasts mentioned in this section will be according
to the 1985/1986 Budget: Speech by the Financial Secretary.




Hamburg, M. Statistical Analysis for Decision Making. New York:
Harcourt Brace Jovanovich, Inc., 1977.
Lawrance, D. M., et al. Modern Methods of Valuation of Land,
Houses and Buildings. London: The Estates Gazette Limited,
1971.
Lethbridge, D., ed. The Business Environment in Hong Kong. Hong
Kong: Oxford University Press, 1980
Mansfield, E. Statistics for Business and Economics, Methods and
Applications. New York: W.W. Norton Company, 1983.
Roberts, P. J. Valuation of Development Land in Hong Kong. Hong
Kong.
Other Publications
A Geographical Survey of the Central District in Hong Kong Island.
Market Research Report No. 94, Hongkong Shanghai Banking
Corporation.
District Study- Wanchai/Causeway Bay. Market Research Report
No. 46, Hongkong Shanghai Banking Corporation.
District Study- Tsimshatsui East. Market Research Report No. 49
Hongkong Shanghai Banking Corporation.
Ellis, Richard. South East Asia: The Property Market 1983/84.
Hong Kong Government. Estimates of Gross Domestic Product, 1966-
1982, 1983.
Hong Kong Government. Half Yearly Economic Report, 1984, 1984.
Hong Kong Government. Hong Kong Annual Report, various issues.
Hong Kong Government. Hong Kong Monthly Digest of Statistics,
various issues.
Hong Kong government. Property Review, various issues.
Hong Kong Government. Third Quarter Economic Report, 1984, 1984.
68
Jones Lang Wootton. South East Asian Property Review 1984.
Jones Lang Wootton. International Property Review 1984.
Property Review 1984. Shui On Quarterly, December 1984.
Property Review 1983. Shui On Quarterly, December 1983.
Wilburn, J. Associates. 1983 Property Review.


